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SERVICE 


In Two Parts—Volume XXV, No. 42, Part 1 


Christianity and the Economic Order 
The Critics Have Their Say 


Study No. 4, “Non-Profit Incentives in Our Economic 
Life,” has fared well, in general, at the hands of those 
critics from whom we have heard. Some of the briefer 
comments will be noted first. 

A letter from a university economist is particularly 
gratifying in that it contains the assurance that “your 
thoughts are passed on to our large bodies of students.” 


The head of a college department of economics calls 
the study “the clearest exposition of the subject of non- 
profit incentives which I have come across.” He notes one 
omission, however : there is “need of comment on the de- 
cline of the profit motive in the field of corporation fi- 
nance. There should be a greater realization of the signifi- 
cance of the change which is taking place in the financial 
policy of corporations. They need less and less capital 
from the sale of securities since they have been deriving 
more and more of their funds from internal resources. As 
a result the stockholder is not needed to perform the func- 
tion of even contributing capital. Again it should be noted 
that corporations are financing themselves less and less 
from common stock and more from bonds. These securi- 
ties obtain fixed rates which is only indirectly affected by 
profits derived by corporations.” 


One of the foremost American sociologists writes: 
“Your study of incentives is a fine piece of work. In my 
analysis of this phenomenon, I would place a great deal of 
emphasis upon the desire for reputation, particularly no- 
ticeable among societies and classes where the monetary 
reward is not large.” 


A well known manufacturer says: “In general it seems 
to me an excellent and unbiassed presentation of the sub- 
ject. There is only one section to which I cannot sub- 
scribe. That is the one under the title ‘The Rank and File 
Worker.’ I believe a more thorough research into the ac- 
tual practices of many, if not most manufacturers, would 
prove that incentive systems to the rank and file worker 
are normal practice. In the case of the Company, 
more than 80 per cent of our factory employes are work- 
ing under some form of incentive.” 


A prominent Grange official comments: “You have 
done an excellent piece of work in Study No. 4. The sup- 
porting evidence furnished in the concrete examples helps 
to make the study understandable by the layman. The 
study takes the concept of the profit motive out of the 
realm of generalities and by a discussion of it in specific 


terms aids the reader to realize that much of the impor- 
tance which has been attributed to the profit motive as an 
incentive in life has been overstressed.” 


However, a rather sharp criticism comes from an in- 
dustrial corporation executive: “The nature of profit is 
twofold, just as is set forth in the dictionary. In the first 
place, profit is broadly gain or advantage, and in that sense 
it is incentive for everybody, whether it is in the form of 
wages and salaries or flows from the handling of property. 
It is used in this sense of motivation frequently in the 
Gospel. When therefore you are dealing with the idea of 
profit as incentive, it should apply to all men and in all ac- 
tivities of life. 

“Secondly, profit in the economic sense is the element 
in price for the account of the owners of property. You 
discuss it quite properly in this sense and define it ‘as the 
surplus remaining after all the costs of running a busi- 
ness, including the wages of management and labor, allow- 
ances for depreciation, interest on capital borrowed, etc., 
have been met.’ But you do not include, except in ‘ete.’ 
the vitally important charge for the use of the tools. It 
is like playing Hamlet with Hamlet himself left out. There 
cannot be intelligent discussion of profit in the economic 
sense without an understanding of what tools are, what 
they do, what they cost, and how they are supplied. I find 
little reference to this fundamental part of economics in 
all the studies that you have published on ‘Christianity and 
the Economic Order.’ . . . Just as an indication of the 
supreme importance in economics of this matter I cite that 
in Russia where the state supplies all the means of pro- 
duction, the charge to the workers for the use of the tools 
is over three times the charge to corporation employes in 
this country, where profit is lambasted as capitalistic ex- 
ploitation.” 


One of America’s best known economic statisticians 
finds in the study a negative implication as to the validity 
of the profit motive. Although no attempt was made by 
the authors to evaluate either the profit system or the 
profit motive, which will require further treatment. criti- 
cism on this score was doubtless to be expected, and must 
have serious consideration as relevant to the entire series 
of studies. Our correspondent notes the reference in the 
study to the need for exploration of “the type of economic 
and social institutions that will inspire men with motives 
that will lead wholly toward the Good Life for all.” He 
then says: 
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“From the economic standpoint, it seems to me that the 
‘Good Life’ is one in which poverty is the exception and 
abundance the rule. Such a goal can be obtained only if 
we get as much production as is feasible with a reasonable 
amount of effort. Granted that there are other motives 
for planning and working, it still remains that the profit 
motive is a powerful one. If we want the ‘Good Life’, 
we should, therefore, utilize the profit motive to the fullest 
possible extent.” 

Ile sees no essential difference between “the profit mo- 
tive, the salary motive, the wage motive, the interest mo- 
tive, or the rent motive. Where the dollar comes from is 
unimportant.” The industrialist and the clergyman are 
alike in wanting “as large an income as they can obtain 
honestly.” |The study committee recognized that in some 
sense all “gain” motives may be regarded as alike, but be- 
lieved that the indeterminate character of profit—in con- 
trast to wages or fixed interest charges—warranted plac- 
ing it in a separate category. ] 

“In the case of the individual entrepreneur,” the cor- 
respondent continues, “it is impossible for him to tell what 
part of his income is derived from his property, and what 
part is ascribable to his efforts, and what part is pire 
protit. The apportionment is entirely hypothetical, and 
uo two people would come to the same conclusion. If we 
wish to deal with pure profits, the probabilities are that 
the average over any considerable period of years has been 
far below zero. Americans are a venturesome group. The 
number who lose in an attempt to gain profits is far larger 
than the number who succeed. Most of the money re- 
corded as corporate profits is, of course, a return on the 
amount invested, a return which, when applied to all cor- 
porations over a considerable period, would be entirely 
inadequate to pay for the saving involved. People invest 
largely because ‘hope rises eternally in the human breast.’ ”’ 


Highly discriminating is the critique written by a uni- 
versity economist who has foliowed the series closely. He 
s: “Your study Study No, 4 maintains the high level 
of performance one has come to expect in this series, yet 
it troubles me more than any of the others.” The section 
on “the rank-and-file worker” he finds not very convinc- 
ing. Moreover, “the definition of the subject under discus- 
sion seems to have shifted, in this section, to incentives 
other than ‘profit’ in the sense of gain or self-interest in 
general—a meaning which was supposedly discarded at 
the start of the study. Ordinarily, | would pay little atten- 
tion to such a question, but in this case, it seems to go 
deeper than mere formal consistency in the definition of 
coverage, but is part of a large question of the orientation 
of the study.” [The study undoubtedly deals with incen- 
tives which might perhaps more accurately have been 
called “non-pecuniary” than “non-profit.”’| 

Continuing, the writer strikes home with this, referring 
to the introductory paragraphs: “If I were reworking 
this material, I should want to extend these paragraphs 
into a real inquiry for what purposes non-profit incentives 
may be wanted (by us or by others). They may be wanted 
(1) to replace the private-enterprise system, (2) to sup- 
plement it with cooperative or public activities, or (3) to 
mitigate its severities from inside and make it work more 
humanely—or simply make it work instead of breaking 
down in chaotic conflicts. For this country, the first is 
pertinent, presumably, mainly to indicate that a collective 
system is not so ‘contrary to human nature’ as to be un- 
workable—as Russia has amply showed. But since we 
don’t want that kind of system, if we can help ourselves 
(I take that as the prevailing judgment) it is the other 


begins: 


purposes that mainly concern us. And that could well be 
made clear in the framework of the study. Points (2) 
and (3) also need to be distinguished, and you would have 
to dispose of the possible quibble that cooperatives make 
profits, merely divide them differently. As to the rank- 
and-file workers, it is purpose (3) that seems to be the 
one that should occupy the bulk of the discussion. The 
question of incentives to make a man work well is second- 
ary to incentives to make labor in general refrain from 
pushing the powers it has to destructive lengths. That's 
the big question, and it’s left out of this study completely.” 

He points out also that the profit incentive operates 
negatively with the rank-and-file worker. “That is, in 
many cases a man will not work as hard or as well as he 
could easily do, and would do in a simple cooperative un- 
dertaking, because he (or his union) feels he would be 
doing it for the employer’s profit and not for any purpose 
in which he has an adequate interest—he or his class or 
group. Part of this may be rooted in fear of the speed-up 
and subsequent cutting of piece-rates ; and this might have 
its counterpart in a collectivist system. Part is undoubted- 
ly rooted in fear of working oneself out of a job; and this 
is peculiar to the profit system. ... I think a positive fac- 
tor that seems just now to be coming into prominence is 
the realization of organized labor that they have got wages 
jacked up to a level that can’t be supported unless they 
come across with increased productivity. If this is to con- 
tinue effective, I suspect the workers have got to be sat- 
isfied that they won't just be working themselves out of 
jobs if they do increase productivity substantially.” 

[As already noted, the profit system itself is to be con- 
sidered later in the series. } 


A social educator and author, who expresses gratifica- 
tion with the study, thinks justice has not been done to the 
“psychological factors involved.” 

“In a way,” he says, “the sort of evidence you have 
assembled strengthens the current belief that creative 
workers are sufficiently recompensed by the satisfactions 
inherent in their work. Hitler called it ‘joy of work’ and 
worked into a system the assumption that it is quite all 
right to cheat the worker of his due reward, as long as he 
can be kept happy.” This is a philosophy of those who 
have “exploited the inventiveness and imagination of 
others.” 

On the contrary, “throughout the world those who cre- 
ate, and not least the inventors, are getting more economic- 
minded. The ‘many corporations’ of which you speak 
which ‘depend heavily on non-profit incentives to keep 
their inventors at productive work,’ the employers every- 
where who depend on recreational facilities to produce a 
corps d’esprit, the colonial governments that rely on arti- 
ficial stimuli to the native culture traits when the native 
workers have already entered a Western economy—all 
these are facing more and more resentment. The decep- 
tion of the productive workers has to be more and more 
elaborate, continuous, costly—and still it breaks down at 
every point as, throughout the world, and in every class— 
from the university-trained inventor to the Indian dock 
laborer—the great masses of the people learn something 
of the elements of economics and recognize the profit sys- 
tem for what it is and always has been: essentially the 
system by which the clever possess themselves of the 
product of other people’s labors.” 


One letter enclosed an illuminating article on “Wages, 
Profits and Employment” by Professor Frank T. Carlton 
of the Case School of Applied Science, published in the 
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American Journal of Economics and Sociology for July, 
1946. Reference will be made to this article in a later issue. 

This summary may well conclude with a letter from 
q professor of education and social philosopher. While it 
will be apparent that his criticism, which is accompanied 
by appreciative words, points toward the further study to 
which reference has been made, it puts the matter so suc- 
cinctly as to be definitely useful at this point. He writes, 
in part: 

“1. In using the restricted definition of ‘profit’ incentive 
as only one among other ‘economic’ incentives, one might 
have expected the exposition to shape to the problem of 
the validity of the argument that the lure of profits is es- 
sential to a progressive and enterprising economy. But the 
thesis fails to touch this argument insofar as it focusses 
on the incentive for investment and reinvestment of sav- 
ings. The question of stimulating and channeling invest- 
ment is crucial in the defense of the profit system. The 
committee’s discussion offers little evidence which bears 
directly on the variety of motives which operate to stimu- 
late investment... . 

“2. If the problems pointed to are those of the moral 
quality of various motives, judged presumably by their 
consequences upon the person motivated as well as upon 
other people concerned, one might have had a more use- 
ful presentation of evidence by contrasting ‘economic’ 
(rather than ‘profit’) incentives with others. For I can- 
not see that the consequences to character of being moved 
to seek more profit are notably different than those of 
seeking more wages or more income generally. ... 

“3. Finally, I would have been more greatly benefited 
if the committee had shortened its description of non- 
profit incentives and essayed the ‘normative’ task of 
evaluating various motives from a Christian viewpoint. 
Perhaps the committee could not have done both jobs but 
I suspect greater clarity on its normative orientation and 
concern might have led to a more useful and ‘meaningful’ 
organization of data.” 


Further Comment on Study No. 3 


A stimulating letter has been received from an economist 
ina western university concerning Study No. 3, “Employ- 
ment and Unemployment.” He writes: “The analysis 
impresses me as thorough and fair, and as objective as a 
study from an ethical point of view can or should be. 
Many economists, even labor economists, will, I think, 
disagree with certain of your assumptions and conclusions. 
For example, it is a dubious assumption that government 
must play an increasing role in our economic life. It is at 
least an equally valid assumption that intelligent cooper- 
ative action on the part of the public, employers and em- 
ployes may be relied upon to preclude the necessity of the 
expansion of governmental intervention and direction. 
Your assumption in this regard rests upon a degree of 
confidence in the intelligence and competence of govern- 
ment action which is hardly warranted by historic facts 
or by reasoned judgment. What we tend to forget is that 
governments are merely men, who are limited in intelli- 
gence and capacity. Nor is there great validity to your 
conclusion that responsibility in economic matters must 
be enforced by government. If this is so, what has become 
of the alleged efficacy of the Christian religion or the 
ee ethic, of which we so often speak so confident- 
y! 

Noting the frequent use of such terms as “equitable” 
and “equitable distribution,” he says: “In economic equity 
and justice I have a profound faith; it is one of the im- 
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peratives of our economic life if we are to escape com- 
plete breakdown of our social order. | have spent many 
years as a labor economist in the study of economic jus- 
tice, yet I find nowhere a definitive, objective analysis of 
what constitutes economic justice. The concept of Justum 
Pretium |Just Price] of the Scholastics at least had the 
merit of definiteness, fallacious as the concept was from 
the point of view of exchange value. If economic justice 
is ever to be realized, moralists will find it necessary to 
define it in terms of its realizability. If you can establish 
a workable set of criteria for economic justice, your ser- 
vice to economic science and to humanity will be immea- 
surable. I very much hope that you can and will. Many of 
us economists who are concerned with the human aspects 
of economics are struggling to discover a valid measure- 
ment of equity.” 

A research economist occupying an influential position 
contributes incisive comment on Study No. 3 which is rele- 
vant also to No. 2, “Labor-Management Relations,” and 
to No. 5, presented in this issue. He regards the study 
as “extraordinarily informative and well balanced,” but 
thinks it “important to emphasize that competition does 
not automatically result from complete freedom of enter- 
prise in modern industrial society. Adam Smith fully 
recognized this in his own writing, and economists ever 
since have been aware that complete freedom of enter- 
prise was often more likely to result in monopoly than 
competition. What this means is that we can only enjoy 
the fruits of private enterprise if at the same time we make 
sure that it operates within a competitive rather than a 
monopolistic system. This does not mean a_ hands-off 
policy on the part of government but on the contrary a 
continual alertness to prevent and destroy monoply.” 

He calls attention to the fact that even with the vast 
expansion of industrial activity incident to the war we 
could not “reduce unemployment to an acceptable mini- 
mum of 2.5 million until the summer of 1942”; yet we had 
about two million emergency workers—persons not in- 
cluded in the normal labor force. “Furthermore, we ex- 
perienced widespread price and wage increases and the 
beginnings of a substantial inflation long before we had 
achieved a ‘full employment level.’ This has important 
implications for government policy because it means that 
a program of government spending is likely to have seri- 
ous inflationary results long before the goal of full em- 
ployment is achieved.” 

The correspondent thinks the discussion of purchasing 
power might have been strengthened by pointing out that 
wages play a double role. “At the peak of a boom, like 
the present one, with products being priced out of the mar- 
ket, we become more acutely aware of wages as labor costs, 
and at the bottom of a great depression we are aware of 
their importance as a source of purchasing power. Mini- 
mum wage legislation and collective bargaining should 
function in full awareness of the dual role of wages.” 

Finally, monoply is achieved by labor as well as by busi- 
ness. “The Supreme Court would certainly forbid a mer- 
ger of all of the coal mining enterprises into a single cor- 
poration, for it would clearly constitute a monoply. I am 
wondering whether in terms of logic as well as the public 
interest we should not apply the same policy to the mo- 
nopolization of the most important element of cost in the 
mining of coal.” 


To Strengthen Social Security 


The Brookings Institution published in October a pam- 
phlet summary of its report Relief and Social Security by 
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Lewis Meriam.’ That comprehensive and important study, 
published in May, dealt with the question, “How can the 
United States develop a universal, comprehensive, and co- 
ordinated system of social security that will relieve want 
at a cost which the nation can afford, without seriously in- 
terfering with the American way of life?” 

Programs now operated in the United States, depression 
emergency experiments, and current inclusive systems in 
Great Britain and New Zealand, all were analyzed. Speci- 
fic social, financial and administrative questions pertinent 
to the establishment of a system by which all may be pro- 
tected from want without regard to the cause of that want, 
were raised and discussed. Certain conclusions regarding 
the essential features of such a social security system were 
recorded, on the assumption that the individual liberties 
of American citizens and the American form of govern- 
ment are to be preserved. Harold G. Moulton, president 
of the Institution, in his preface to the report includes un- 
der that assumption the “continuation and preservation of 
the personal freedoms of the individual, the free enter- 
prise system, the federal form of representative govern- 
ment, and constitutional restrictions upon the powers and 
activities of politically chosen officers and employes.” 

From the analysis a number of questions emerged which 
fall into three main groups—social problems, cost prob- 
lems, and administrative problems. They are not mutually 
independent. As the author says, “What the nation can do 
with respect to the social problems obviously depends in 
part on what the benefits will cost and what the nation 
can afford. The choice of methods for relieving want will 
depend in no small measure on whether administrative au- 
thority and financial responsibility are vested in the na- 
tional government or in the state government, or whether 
a conditional grant-in-aid is made to states by the national 
government.” He also points out that “it is upon the 
maintenance and improvement of productive efficiency 
that real social security rests.” 

The basic objective of relief and social security, it is 
stated, is to relieve need and a compulsory social security 
system “should go no further than is necessary to achieve 
this primary purpose.” A person should be denied benefits 
who has access to “sufficient resources to support him and 
those dependent upon him in accordance with a strictly 
defined standard of health and decency.” On this basis ‘‘a 
means test is an essential part of a social security system.” 

every resident of the country should “both in theory 
and in fact be protected from real need.” Eligibility 
should not be determined by the particular type of hazard 
which caused need nor by status under some public insur- 
ance system. 

Benefits should be restricted to amounts “required to 
bring the recipient to the established health and decency 
standard, and while additional grants for training for self- 
support may be desirable it is in general preferable to sup- 
ply it through public services. Benefits should be directly 
related to the number and type of dependents. , 

Use of a means test is approved partly “because of the 
high costs of a universal, comprehensive system that with- 
out reference to need provides benefits for all upon the 
happening of any of the common contingencies.” Esti- 
mates of cost showed a range between 1.8 and 7.6 billion 
dollars a year for a modest, universal, comprehensive 
system in which a means test is used in contrast to a range 
of from 7.6 to 16.8 billions for a no-means-test system. 

Financing should be by universal flat-rate income tax, 
“levied upon all persons with net income without exemp- 


1 The book priced $5.00, pamphlet digest 50 cents. 


tion.” The proceeds should be earmarked for a social gam 
curity fund, and the tax rate adjusted “to maintain ove 
the years a practical balance between the special tax re 
ceipts and benefit payments.” 

Pay-roll taxes levied on employers should be abolished 
They are passed along to consumers in higher prices, ang 
“a tax that operates to increase prices and the cost of livg 
ing is not a suitable tax to use in financing social security 
since the value of such a system is impaired if not deal 
stroyed by inflation.” Moreover, such pay-roll taxes have 
no relation to the profits of employers or their capacity tgl 
pay. “It is in effect a tax on employment.” 

“The attempts to borrow devices from the field of prigi 
vate voluntary insurance . . . are economically and socially 
undesirable, unnecessary, and expensive.” 

Variations between different sections of the country 
“with respect to social and economic conditions, and espeaq 
cially with respect to costs and levels of living, are toe 
great to permit the satisfactory use of uniform money levs 
els of benefit.” Also, since “redistribution of income in aca 
cordance with a governmentally determined formula is anj 
inescapable element in any social security system,” if 
would seem “politically dangerous to centralize this power 
in the national government.” It should “be decentralized 
in an effort to minimize its use for corrupting the elec. 
torate A grant-in-aid system is preferable. Lowg 
minimum standards should be set by the federal govern 
ment with which the states must comply to be eligible forg 
federal aid. The wealthier states would “put more of their 
own money into benefits” in order to satisfy their citizens, 

Government employes who administer social security 
“should be selected under the merit system strictly and 
intelligently enforced” and prohibited from engaging in 
political activity. The national government should have 
authority under a grant-in-aid system to establish stand 
ards of merit system administration, the penalty for non- 
compliance being the withholding of federal funds. 

State and local administrative agencies, in addition tom 
relieving need, should render constructive and rehabilita-] 
tion services, cooperating with education, health and em- 
ployment agencies. The system should be “based on con-§ 
cepts of welfare” and not tied directly into wages, estab- 
lishing a “floor below which no one would be allowed tog 
sink without being eligible for prompt and certain publie 
assistance.” 


Approaching Study No. 5 


It is obvious that the problem of balancing freedom and 
social control creates a basic issue in our economic life. 
The study committee has wrestled with the problem and 
presents in Part 2 of this issue of INFORMATION SERVICEI 
an analysis which, it is hoped, will contribute to an under- 
standing of what is involved. The idea of a “team-work@ 
economy,” which is discussed in the latter part of the docu- 
ment, is not to be taken as affording an ultimate norm of 
economic relationships, but as suggesting a way of moving 
forward from where we are. The reader is invited to com- 
ment both on the validity of the analysis and on the use- 
fulness of the suggestions offered. The next two studies, 
scheduled for publication in January, will deal respectively 
with the historical development of the Christian testimony 
concerning economic relations, and the responsibility of 
the church today in the economic sphere. The latter, 
Study No. 7, is being prepared specifically for the use of 
the Conference on the Church and Economie Life which 
the Federal Council will hold in Pittsburgh, February 


18-20, 1947. 
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